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Chairman Istook, Congressman Olver, Members of the Subcommittee, 1 appreciate this
opportunity to appear before you today to discuss Amtrak and the future of intercity passenger
rail service in America.

I. AMTRAK’S RECURRENT CRISIS

I begin with the obvious: Amtrak is an organization with profound financial difficulties. Its
current budget request to Congress acknowledges that “for over 30 years, Amtrak has lurched
from one financial crisis to another.” Amtrak was created with the illusory expectation that it
would soon achieve self-sufficiency. Instead, it became dependent upon ever-increasing and
now unsustainably large Federal appropriations. This dependency on Federal funds is pegged by
Amtrak to be roughly $2 billion annually for the foreseeable future' -- with Amtrak’s FY 2004
budget request up over 80 percent from the current fiscal year and over 250 percent above

FY 2001.

The Department of Transportation (DOT) expects that each and every one of Amtrak’s 17 long
distance trains will this year lose money on a fully allocated cost basis, even excluding
depreciation and interest. On a fully allocated cost basis including depreciation and interest (a
more accurate measure of overall Federal investment), all of Amtrak’s 43 regularly scheduled
routes lose money. Ten of its 17 long distance train routes have a net loss of more than $40
million per year. On a per passenger basis. the loss for long distance trains ranges from $131 per
passenger to $551 per passenger. Counting long distance and corridor trains together, Amtrak
has 25 routes that DOT expects will this year require a subsidy of over 25 cents per passenger
per mile of travel.

Appendix 1 provides an initial forecast of passenger revenue and expenses for all of Amtrak’s
routes, reflecting the most recent Amtrak business plan submitted to the Department this week.
We will continue to monitor this forecast and will provide updates to the Committee periodically
throughout the remainder of the fiscal year.

' Amtrak has requested $1.812 billion for FY 2004. This does not include funds for repayment to the Department of
Transportation of a $100 million loan made to Amtrak last year, which will be due in full in FY 2004. Amtrak’s
request also asserts that it will ask the Federal government to provide approximately $2 billion for each of the five
years beginning with FY 2005.



If anything. these route subsidy figures underplay the true financial difficulty that faces Amtrak.
In order simply to meet payroll, Amtrak has for years also deferred long-term investment work.
the true cost of which is not fully known. The DOT Inspector General estimates Amtrak’s
deferred capital investment backlog to be $6 billion, but whatever the number, this is certainly
another large potential liability. In addition, and animated perhaps in part by an aversion to
declaring its failure to meet the operational self-sufficiency mandate, Amtrak’s total debt grew
from $1.7 billion in 1997 to $4.8 billion in 2002. Figure 1 illustrates the growth in Amtrak’s
total debt.
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Because of this increased debt, naturally Amtrak’s annual debt service has grown substantially,
adding a significant cost to its business plan. Annual debt service requirements (principle and
interest) are forecasted to be $278 million in FY 2004 (up from $111 million in 1997). This
means that debt service will consume over 15 percent of Amtrak’s requested FY 2004
appropriation of $1.8 billion. In short, Amtrak has leveraged its assets aggressively.

As you know, in each of the last two years, the Department of Transportation was obliged to take
extraordinary measures to help Amtrak avert bankruptcy. We reluctantly allowed Amtrak to
mortgage Penn Station in New York City in the summer of 2001 and provided Amtrak a $100
million loan under the Railroad Rehabilitation and Improvement F inancing (RRIF) program in
the summer of 2002. Last year’s RRIF loan was further augmented by a $205 million
emergency appropriation voted by Congress to prevent a fourth quarter shutdown at Amtrak.
That narrowly averted shutdown not only would have stranded Amtrak’s customers, but also
would have affected hundreds of thousands of commuter rail passengers who rely on Amtrak’s
commuter support services and infrastructure.



The problems at Amtrak simply will not go away with a more liberal application of dollars
drawn from the Federal treasury. The status quo cannot stretch to resolve these and other
inherent weaknesses with which Amtrak has struggled to live. Structural reform is needed.

Reform of intercity passenger rail must take place in two distinct stages this year. First, Amtrak
must improve its financial performance and live within the budget Congress provided. No
summer surprise. Second. passenger rail authorization must lay the track needed to establish
successful and economically viable passenger rail service in the years ahead. In what follows. I
will address both topics.

II. MANAGING AMTRAK’S FINANCIAL PERFORMANCE IN FY 2003

Having briefly outlined Amtrak’s considerable financial challenges. I'd like to say a word about
the team that is grappling with these matters at Amtrak. Amtrak’s president and his management
team are hard at work and have achieved meaningful improvements. Since arriving at Amtrak
almost a year ago, David Gunn has worked with the Amtrak Board of Directors to reduce
operating expenses, de-layer management, improve customer service, address the numerous
material weaknesses identified by Amtrak’s auditors, instill financial discipline. and provide
Congress and the Administration with more accurate and timely financial data.

Having represented Secretary Mineta on the Amtrak Board for the past two years, I have been
impressed with David’s work and candor, even when we have occasionally and respectfully
disagreed. David has a daunting task, but he and his team have made progress worthy of honest
praise.

As this Committee well knows, less than two months ago Congress enacted important reforms
that will yield greater financial accountability at Amtrak. Past Congresses have by law directed
that the Federal Railroad Administration (FRA) provide funds appropriated for the benefit of
Amtrak to the corporation without the oversight and controls that accompany other such grants
made by the Department. The Omnibus Appropriations Act for FY 2003 provides for oversight
with teeth, placing the relationship between DOT and Amtrak on a footing similar to the
oversight DOT exercises with respect to other transportation modes.

The Omnibus Appropriations Act provided a total of $1.043 billion in funds for Amtrak in FY
2003. The law directed the Secretary of Transportation to disburse Amtrak’s appropriated funds
in quarterly grants. Amtrak is to receive a total of $519 million for operating expenses, $293
million for capital expenses along the Northeast Corridor Mainline, and $231 million for general
capital improvements.

For the first time, however, the law gives the Secretary both the responsibility and the authority
to review and approve Amtrak’s requests for funding. Amtrak must provide a detailed financial
analysis and revenue projections for each of its long distance train routes. We have gone further
and obtained this data for all routes. Additionally, the law requires Amtrak to provide the
Secretary with a detailed business plan for the entire fiscal year, explaining how it will live
within its appropriation.

LI



I am pleased to report that yesterday the Department approved Amtrak s business plan for the
remainder of FY 2003 and executed the Amtrak grant agreements contemplated by the Omnibus
Appropriations Act.

In doing so, DOT unambiguously communicated to Amtrak and its Board the following
requirements: this year there will be no Federal loans or loan guarantees, no “creative financing™
by Amtrak, no gimmicks, no shutdown drama, no threat against commuter operations, and no
kidding -- Amtrak will live within the budget that Congress appropriated. Any financial upside
must be allocated to bolster what will be an anemic year-end cash reserve. Any revenue loss or
additional expense must be offset within budget by requiring Amtrak’s management to make
decisions about which expenses to cut or which capital projects to defer.

We have read the law, and listened carefully to those Members who have spoken on the new
Amtrak appropriation language, and this is what we understand you want. DOT wants the same.
To that end, we will monitor Amtrak’s condition monthly, and will be working with Amtrak to
help it meet the targets laid out in its business plan. DOT will provide monthly reports to you on
Amtrak’s progress. We expect to provide Amtrak’s fourth quarter grant in early July, but if
necessary at that point we can gate disbursements on a monthly basis to ensure fidelity to the
bottom line of Amtrak’s business plan. Let me be clear about DOT’s role under the law.

Amtrak itself retains its daily management responsibilities; DOT will provide oversight and
enforce accountability.

Of course, no plan is perfect, and we fully expect that Amtrak may need to make minor
adjustments along the way. While we think the business plan is flexible enough to withstand
normal business-related fluctuations in revenue and expenses, in these times I regrettably must
footnote the obvious fact that no realistic business plan could withstand the effects of a
catastrophic terrorist event. As I write, the Department is not aware of any such credible and
specific threat regarding Amtrak. Barring such an event, we believe it is possible that, with
Amtrak’s cooperation, we can accomplish the objectives you set out in the law.

The following provides more detail about part of this year’s Amtrak grant process.

The Omnibus Appropriations Act for FY 2003. Amtrak’s appropriation, $1.043
billion, is divided into the three categories shown in Table 1. Acting through the Federal
Railroad Administration (FRA), the Department had already transferred to Amtrak thus far in FY
2003 just over $407 million in funds that were appropriated under a series of FY 2003 continuing
resolutions. Amtrak has allocated those funds to operations, capital expenses along the
Northeast Corridor Mainline and for general capital expenses. Those funds must be credited
against grant amounts specified in the Act to compute the net amounts remaining to be obligated
this year. That calculation is shown below.



TABLE 1
AMTRAK’S FY 2003 APPROPRIATION

Purpose Total FY 03 Funding Provided Net Grant
Appropriation Through CRs
Operations $518,607,000 $256,494,000 $262,113,000
NE Corridor Capital 293,082,500 73,285,000 219,797,500
General Capital 231,485,500 77,355,000 154,130,500
Total = 1,043,175,000 407,134,000 636,041,000

As mentioned previously, the Omnibus Appropriations Act for FY 2003 also established a
number of specific requirements, in addition to those normally associated with the making of a
DOT grant. Following preliminary staff discussions with Amtrak, the Department began to
implement the statutory requirements with a letter from FRA Administrator Allan Rutter to
Amtrak dated March 10, 2003, specifying how we interpreted the new law and detailing the
financial and operating information we would expect to receive from Amtrak. On March 14,
2003, Amtrak submitted its initial Grant Application, which included its proposed business plan.

FRA staff reviewed the specifics of this plan with Amtrak in several meetings. both in
Washington and in Philadelphia. After these meetings. Amtrak submitted to FRA a revised grant
application and business plan on March 27, which was subsequently modified slightly and
approved by Amtrak's Board. This revised business plan has been reviewed by FRA staff as well
as staff of the Department’s Office of Inspector General, Office of General Counsel, and Office
of Budget and Programs.

Having just signed the grants yesterday, DOT will shortly compile and deliver to this Committee
a full package containing the approved Amtrak business plan, the approved grant agreements,
associated documentation and required certifications by Amtrak and the Secretary of
Transportation.

Amtrak's FY 2003 Business Plan. Amtrak’s business plan provides Amtrak's estimates
of the revenue and expenses related to its operations during FY 2003 and the assumptions on
which the estimates are based. The business plan also provides a project-by-project description
of Amtrak's planned FY 2003 capital program, with a description of each project’s goal, the
work to be accomplished with FY 2003 funding, schedules and cost estimates.

Compared to Amtrak’s initial FY 2003 budget. the current business plan reflects more
conservative assumptions of revenue, lower capital expenditures, and, most importantly, a
contingency fund. Under this business plan, Amtrak forecasts cash operating expenses
(including interest expense but excluding depreciation and other post-retirement benefits) of
$2.875 billion, of which a portion would be funded by the federal grants provided under the Act.
The plan also details the application of the funds designated in the Act to be expended on capital
projects meeting the Generally Accepted Accounting Principles (GAAP) definition of capital.
Finally the plan provides for unforeseen contingencies by identifying projects that could be
deferred if necessary to conserve funds.



Long Distance Trains. The Omnibus Appropriations Act for FY 2003 requires that the
Secretary shall approve funding to cover operating losses on Amtrak’s long distance trains only
after receiving and reviewing grant requests for each specific long distance train route, and that
each such grant request must be accompanied by a detailed financial analysis and revenue
projection justifying Federal support. As mentioned above, we required such data for all routes
and the core data are aggregated in Appendix 1.

In approving third quarter funding for the current system of long distance trains. the Department
did not endorse, either explicitly or implicitly, the notion that any particular route is necessary or
should be preserved for the long term. We believe that subject should be assessed more
comprehensively in the coming Amtrak authorization process. For now, I would just point out
that the current Amtrak route structure is largely an historical artifact left over from the operating
decisions made by individual private railroad lines long before Amtrak existed. We believe that
some of those business decisions of well more than 30 years ago may no longer be relevant or
sustainable. and that decisions on service levels should be made in the context of a
comprehensive strategy for the future of passenger rail service in this country.

Reserve for Commuter and State-Contracted Service. The Omnibus Appropriations
Act for FY 2003 requires that the Secretary and the Amtrak Board of Directors shall ensure that
sufficient funds are reserved to satisfy Amtrak’s contractual obligations for commuter and
intercity passenger rail service. We have interpreted that requirement as a direction from
Congress that, in the event of budget shortfalls, Amtrak's commuter and state-supported
operations take precedence over providing other service. We understand that this provision was
included specifically to prevent Amtrak from threatening a shutdown of commuter and state-
supported services, as it did last year.

In the short term. we have determined that the best means to assure that Amtrak continues to
provide these services is to see that Amtrak has sufficient funds to operate through the end of the
fiscal year. To that end, we have requested and received from Amtrak a commitment to achieve
monthly cash balance requirements that should assure sufficient liquidity to the end of the fiscal
year. If business plan targets are not met, however, Amtrak has formally certified that it is
responsible to devise and implement alternate actions that will meet these requirements. There is
little margin for error in the months ahead for Amtrak and its cash balance at the beginning of the
next fiscal year will be low.

Reporting. The Omnibus Appropriations Act provides that no later than June 1, 2003,
and each month thereafter, Amtrak shall submit to the Secretary of Transportation and the House
and Senate Committees on Appropriations a supplemental report regarding the business plan,
which shall describe the work completed to date, any changes to the business plan, and the
reasons for such changes. We have implemented that requirement in the grant agreements by
providing that Amtrak will report its actual results in comparison with the revised business plan
on a monthly basis to FRA, using standard reporting templates that FRA requires for all other
recipients of Federal funds.

The grant agreements also provide that Amtrak will notify FRA as soon as it becomes aware of
significant variances from the business plan for long distance trains, other operating expenses,



and various capital expenses. Amtrak must obtain FRA's prior written approval to exceed the
approved budget for individual projects. and will be required to provide detailed justification for
proposed revisions, identify the implications of non-approval on operations. and identify a
funding source for the proposed change.

We will continue routinely to provide this Committee with material required under the statute
and other such available data or consultation about these issues as the Committee may find
helpful. 1 want to turn now to our vision of the future of intercity passenger rail.

HI. AUTHORIZATION OF INTERCITY PASSENGER RAIL

The Bush Administration has declared its principles for a fundamental restructuring of the
manner in which Federal assistance is provided for intercity passenger rail service. In
anticipation of Congressional action on authorization, the Administration has proposed funding
for Amtrak for FY 2004 at a level of $900 million.

In stark contrast with what we have done in all other transportation programs, with Amtrak, the
government created a monopoly provider of intercity passenger rail service. declared that it
would be a “for-profit” company, and then prescribed a system of routes for it to run. When it
failed to earn a profit, we began providing annual subsidies. But until this year. those subsidies
came in the form of unconditional grants with no semblance of the close fiscal oversight that
characterizes our other Federal transportation grant programs.

What’s surprising is not that Amtrak has been a financial failure; it’s that anyone ever thought a
structure like this could possibly succeed in the first place.

Secretary Mineta last year spelled out five principles that he argues need to be part of any successful
reform of intercity passenger rail service. He said we must:

Create a system driven by sound economics.

¢ Require that Amtrak transition to a pure operating company.
Introduce carefully managed competition to provide higher quality rail services at reasonable
prices.

* Establish a long-term partnership between the states and the Federal government to support
intercity passenger rail service.

e Create an effective public partnership, after a reasonable transition, to manage the capital assets
of the Northeast Corridor.

Today I repeat what 1 said upon the initial release of the Administration’s FY 2004
recommendation for Amtrak. This is a funding level with a message: Amtrak must undergo
significant reform.

Passenger rail is an important component of our nation’s transportation infrastructure. We stand
ready to work with Congress and the states in the upcoming authorization to create an intercity
passenger rail system that is driven by sound economics, fosters competition, and establishes a



long-term partnership between states and the Federal government to sustain an economically
viable system.

Amtrak advocates consistently point out two reasons why Congress and the Administration
should support Federal funding for Amtrak at higher levels. First. passenger rail systems in other
parts of the world mostly garner ongoing governmental subsidies. This is really not a business
argument, and it ignores the real issue: are subsidies really necessary, and if so. at what level?
I’d note today only that in making international comparisons we must recognize that the vast size
of our nation and its population distribution make for a passenger rail market unlike virtually all
other nations. To be sure, passenger rail is important and it is expensive, but those observations
do not alone justify investment at any cost.

Second. because other surface and aviation transportation modes benefit from Federal
investments, some Amtrak advocates argue that passenger rail should likewise be accommodated
to the extent of its reasonable needs. This argument passes quickly over an important fact:
highways, transit and aviation are, unlike rail, funded by true user fees and also by state
investments. Even the most ardent rail supporters evince little interest in a new Federal
passenger rail ticket tax.

Today there are at least two competing approaches to dealing with the Amtrak problem. On the
one hand, serious colleagues. David Gunn may be among them, believe that the best way to save
intercity rail is to drop back. and spend the next four years restoring and stabilizing Amtrak in
the hope that it can somehow gather enough political support for the substantially larger
investment needed to survive essentially intact. On the other hand, the Bush Administration. the
Amtrak Reform Council and numerous others have concluded that structural reforms are needed
and needed now.

Members of Congress committed to passenger rail need not mistake or fear this latter conviction.
It is not advocated by this Administration as a Trojan horse aimed at abolishing passenger rail.
Instead. it is animated by a fair desire to make some form of passenger rail service viable for the
long term.

Some disparage the call for root and branch reform in part because it is difficult. Thatis a
defeatist and unnecessarily defensive posture. True reform is not a quick fix; it is not perhaps an
casy fix. But it is the only worthy solution for such a persistent and important public policy
dilemma.

Just a few observations in advance of the Administration’s formal legislative proposals.
Precisely because true reform cannot be a quick fix, the Administration supports an authorization
period of six years rather than four. Rather than setting “glidepath goals” and hope for the best,
the Administration will support specific performance targets that can be met on an annual basis.

The Federal government must work with our state colleagues to configure and then transition to
a system, not unlike that governing Federal transit programs, whereby the Federal government
provides specific capital investment in passenger rail infrastructure, while states assume any
needed operational subsidy obligations. Again, we recognize that this cannot happen overnight.



Although some states have made significant investment in passenger rail. today most states feel
little incentive to include rail in their transportation investment priorities.

In this regard. the future of the Northeast Corridor must be preserved and nurtured by a
governance structure that can reasonably be sustained for the long haul. The needs of commuter
rail are an indispensable part of finding an appropriate partnership between the states and the
Federal government. At the same time, appropriately providing for passenger rail corridors
outside the Northeast must also be part of the intercity passenger rail debate. We will make
specific organizational suggestions that show how to restructure Amtrak over a period of years.

This year’s Omnibus Appropriations Act makes valuable structural contributions to increasing
financial accountability that should be preserved. In my view, other governance reforms are
appropriate. For example, increasing the size of Amtrak’s Board somewhat would improve
corporate governance and expand the size and of the Board committees needed to provide
appropriate management oversight. There are many other issues that will appropriately be the
focus of the authorization debate.

In sum, there is much to do to create an economically viable intercity passenger rail system.
This year, the Department of Transportation is focused on working to mange its new oversight
responsibilities for Amtrak. Secretary Mineta and his team also look forward to working with
Congress to assess and implement long-term solutions to the recurrent crises that plagues
intercity passenger rail.

I would be pleased to respond to any questions you may have.

# # #



Appendix 1
FY 2003 Amtrak Revenue, Expense
and Contribution/(Loss) Allocations
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